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(57) ABSTRACT 

The present invention provides a method and system for 
optimizing investment performance of an economic entity. 
The method includes the steps of transferring market risk but 
not credit risk from a ?rst account to a second account 

through a counterparty and recognizing either gains and 
losses in the second account at a future date from the original 
investment date. The market risk is preferably transferred 
betWeen the ?rst and second accounts by Way of derivative 
transactions. The system includes a means for processing 
data relating to a transfer of market risk but not credit risk 
from the ?rst account to the second account through a 

(22) Filed: Jan. 26, 2001 _ _ _ 
counterparty and a means for calculating either gains or 

Publication Classi?cation losses in the second account at a future date from the 
investment date. The invention also provides a computer 

(51) Int. Cl.7 .......................... .. G06F 17/60; G06F 15/16 readable storage medium containing computer executable 
(52) US. Cl. ............................................ .. 709/203; 705/35 code for instructing a computer to carry out the invention. 
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SYSTEM FOR OPTIMIZING INVESTMENT 
PERFORMANCE 

FIELD OF THE INVENTION 

[0001] The present invention relates to investment sys 
tems and methods for transferring market risk of an eco 
nomic entity betWeen regulatory environments. 

BACKGROUND OF THE INVENTION 

[0002] Economic entities include corporations, organiZa 
tions, individuals, households, trusts, charities and families. 
These entities must manage their investments in more than 
one regulatory environment. Regulatory environments differ 
in terms of investment transfer penalties or restrictions. 
These penalties or restrictions impede an economic entity’s 
ability to effectively manage its portfolio of investments. A 
dilemma faced by an economic entity is hoW to structure its 
portfolio in an optimal manner in vieW of transfer penalties 
and restrictions. The problem is compounded by the fact that 
uncertainties surround both investment performance and 
future needs. 

[0003] Regulatory environments can arise geographically 
such as in different nations, states, provinces, territories and 
municipalities. Different regulatory environments also eXist 
in the same geographical regions. Statutes such as the taX 
code, incorporation acts and trust acts de?ne regulatory 
environments. In addition, regulatory environments are pro 
vided through rights such as basic property rights. For 
eXample, a corporation may have a de?ned bene?t plan for 
its employees. This plan Will have assets and liabilities. The 
corporation Will also directly hold assets and liabilities. If 
the corporation is a multinational, these directly held assets 
and liabilities may be held by numerous subsidiary compa 
nies in other nations and jurisdictions. The corporation, its 
de?ned bene?t pension plan, and subsidiary companies, are 
all part of the same economic entity, although they are in 
separate regulatory environments. 

[0004] An economic entity such as a family can be faced 
With just as compleX a structure. In the case of a husband, 
Wife and tWo children, the assets can be divided into a 
number of regulatory subsets including the eXclusive assets 
of the husband, the restricted assets of the husband (such as 
an American “401(k)” plan, or an “IRA”), the eXclusive 
assets of the Wife, the restricted assets of the Wife, the 
eXclusive assets of each child, the restricted assets of each 
child such as trusts, the joint assets of the husband and Wife 
and the family home. 

[0005] Many regulatory environments Will have some 
form of transfer penalties or restrictions. These restrictions 
can range from fair market rules, such as When one transfers 
an asset to a spouse, to complete bans, as in the case of some 
pension plans that are prohibited from transferring assets 
back to their corporate sponsor. Penalties can be in the form 
of eXcise taXes for WithdraWals, punitive taXation rates and 
in some eXtreme cases, criminal charges. 

[0006] These restrictions create a variety of problems for 
the economic entities involved. These problems typically 
result in sub-optimal investment strategies, Which eventually 
loWers the entity’s net return. The restrictions, in effect, are 
costs incurred by the entity. These costs can manifest 
themselves in a variety of Ways, through such mechanisms 
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as punitive taxation, distorted investment and saving 
choices, and the time value of money. Punitive taXation 
causes distortions for individuals Who have retirement sav 
ings vehicles such as American 401(k) plans and IRA plans. 
For a household With a moderate income, the majority, if not 
all, of their equity and ?Xed income investments are held in 
these restricted accounts. While these accounts have the 
bene?t of income accruing taX free, WithdraWals from most 
of these accounts are taXed as ordinary income. Therefore, 
upon WithdraWal, all capital gains and dividends are taXed in 
the same high bracket as interest and income. Also, in many 
cases, further penalties are imposed if assets are WithdraWn 
prior to a certain age. This punitive taXation is a direct cost 
to the investing economic entity. It also affects the investor’s 
Willingness to use the account as a savings vehicle since they 
must pay early WithdraWal penalties if an unforeseen 
requirement for funds occurs prior to retirement. 

[0007] The WithdraWal restrictions and penalties for 
de?ned bene?t pension plans cause the economic value of an 
additional dollar in a plan to decline as the plan assets 
eXceed the economic value of the obligation. For a sponsor 
corporation, the cost of a plan is the present value of future 
contributions less the value of WithdraWing the revertible 
surplus out of the plan. Since the surplus cannot be claimed 
Without a substantial penalty, the value of the surplus 
WithdraWal Will usually be considerably less than the face 
value of the surplus. Most corporations bene?t from a 
surplus by reducing contributions. But the minimum con 
tribution for a given year is Zero. A negative contribution is 
a WithdraWal. Therefore, the value of a surplus is based on 
hoW it reduces the company’s future contributions. Each 
additional dollar added to the surplus saves the company less 
in terms of the present value of future contributions. 

[0008] These various restrictions and penalties are a mate 
rial cost to the investor. Previous approaches have attempted 
to address these problems in a number of Ways. The most 
common previous approach involves the process of fore 
casting the entity’s ?nancial requirements, forecasting 
investment performance and then managing risks based on 
these forecasts. Another previous approach is political lob 
bying in order to change the rules. These approaches each 
have signi?cant draWbacks. 

[0009] The actuarial industry is based on forecasting the 
?nancial requirements of such institutions as pension funds, 
life insurers and property and casualty insurers. Financial, 
estate, retirement, family and career planning all contain 
methodologies to assist smaller entities such as individuals 
and families in forecasting their future requirements. These 
methods can range from simple rules to elaborate statistical 
models. 

[0010] Large parts of the fund management, securities and 
banking industries, as Well as the economics profession are 
focused on improving the forecasting of investment perfor 
mance. There are enormous advantages to be had if one has 
superior forecasting skills. Unfortunately, there is very little 
evidence that any one person or organiZation is capable of 
maintaining a superior forecasting advantage for long. 

[0011] The portfolio management and ?nancial planning 
industries attempt to assist investors by taking forecasts and 
developing investment strategies to mitigate these uncer 
tainties and risks. These methods are predicated on the 
principles of modern portfolio theory Which range from 
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simple techniques such as diversi?cation and asset alloca 
tion to more complex methods such as portfolio insurance, 
dynamic asset allocation, value and groWth investing, hedge 
funds, tactical asset allocation and other complex derivative 
based techniques. These methods can be used to enhance 
returns Within a given portfolio, or distribute risk betWeen 
different portfolios. 

[0012] Some of these methods are effective for certain 
investors in multiple regulatory environments. For example, 
Wealthy investors With a restricted account such as a 401(k) 
plan, Would structure their portfolio such that loWer risk 
assets like ?xed income investments Would be held Within 
the restricted account While higher risk assets like equities 
Would be in their regular account. This results in maximiZing 
the bene?ts of the 401(k) plan’s tax deferral attributes While 
minimiZing the negative effects of WithdraWals being taxed 
as ordinary income. Other mechanisms for distributing risk 
include assets that are divided into different classes of shares 
such as equity dividend shares and capital yield shares. 
While this method has advantages, it has tWo distinct 
disadvantages. The ?rst is that it splits the portfolio into tWo 
different classes of shares, therefore the portfolio has tWo 
types of equity. Secondly, it divides the portfolio based upon 
the type of distribution of the underlying shares (dividends 
and capital gains) as opposed to the risk associated With the 
portfolio’s behavior. It has limited use for the investor With 
multiple regulatory environments since it can be replicated 
using the aforementioned method. 

[0013] The prior art of forecasting an entity’s ?nancial 
requirements, forecasting investment performance and then 
structuring a portfolio based on these forecasts is highly 
complex. Since forecasting is inherently unreliable, the prior 
art has severe limitations no matter hoW sophisticated the 
technique being used. 

[0014] Another prior art involves political lobbying. It is 
used When a problem becomes apparent rather than proac 
tively. This approach is only available to politically in?u 
ential individuals or organiZations. 

[0015] Previous methods are cumbersome When dealing 
With investing Within multiple regulatory environments. 
Problems arise not because there is an imbalance of assets 
betWeen the environments, but rather because the investor 
has not accurately predicted investment performance. In 
effect, it is the unforeseen groWth (or lack thereof) of the 
investment that ultimately causes the imbalance. 

[0016] There is therefore a need for an investment system 
that optimiZes an economic entity’s investment perfor 
mance. There is a need for a system that transfers an 
economic entity’s investment risk betWeen different regula 
tory environments While still maintaining the advantages of 
holding the investments in an initial environment. There is 
a further need for a system that creates a more ?exible 
investment structure that can be adapted to a multiple 
regulatory environment. 

SUMMARY OF THE INVENTION 

[0017] The invention provides a method for optimiZing the 
investment performance of an economic entity including the 
step of transferring market risk but not credit risk from a ?rst 
account to a second account. The invention also provides a 
system for optimiZing the investment performance of an 
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economic entity including means for transferring market risk 
but not credit risk from a ?rst account to a second account. 
The invention includes a memory and data processor for 
implementing the system. 

[0018] According to one aspect of the present invention 
there is provided a method of optimiZing investment per 
formance of an economic entity comprising the folloWing 
steps: 

[0019] providing on an investment date, a ?rst 
account in a ?rst regulatory environment, the ?rst 
account oWning an investment portfolio; 

[0020] providing a second account in a second regu 
latory environment; 

[0021] transferring market risk but not credit risk 
from the ?rst account to the second account through 
a counterparty; and 

[0022] recogniZing one of gains and losses in said 
second account at a future date from the investment 
date. 

[0023] According to another aspect of the present inven 
tion there is provided a system for optimiZing investment 
performance of an economic entity comprising: 

[0024] a ?rst account in a ?rst regulatory environ 
ment, said ?rst account oWning an investment port 
folio on an investment date; 

[0025] a second account in a second regulatory envi 
ronment; 

[0026] means for processing data relating to a trans 
fer of market risk but not credit risk from the ?rst 
account to the second account through a counter 
party; and 

[0027] means for calculating one of gains and losses 
in said second account at a future date from the 
investment date. 

[0028] According to another aspect of the present inven 
tion there is provided a system for transferring market risk 
but not credit risk of an economic entity from a ?rst account 
oWning an investment portfolio in a ?rst regulatory envi 
ronment to a second account in a second regulatory envi 
ronment, the system comprising: 

[0029] a memory for storing data relating to assets in 
said ?rst and second accounts; and 

[0030] a data processor for processing the data and 
calculating the value of said assets. 

[0031] According to yet another aspect of the present 
invention there is provided a data processing system for 
managing the investment performance of an economic entity 
having a ?rst account in a ?rst regulatory environment and 
a second account in a second regulatory environment, said 
?rst account having an investment portfolio on an invest 
ment date, the system comprising: 

[0032] a data processor for processing data relating to 
a transfer of market risk but not credit risk from the 
?rst account to the second account through a coun 
terparty; and 
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[0033] a computer for storing data relating to assets 
in the ?rst and second accounts and calculating one 
of gains and losses in the value of assets in said 
second account at a future date from the investment 
date. 

[0034] According to another aspect of the present inven 
tion there is provided computer readable storage medium 
containing computer executable code for instructing a com 
puter to operate as folloWs: 

[0035] storing data relating to a ?rst account in a ?rst 
regulatory environment, the ?rst account oWning an 
investment portfolio on an investment date; 

[0036] storing data relating to a second account in a 
second regulatory environment; 

[0037] processing data relating to a ?rst derivative 
transaction betWeen the ?rst account and a ?rst 
counterparty Whereby market risk is transferred to 
the ?rst counterparty; and 

[0038] processing data relating to a second derivative 
transaction betWeen the second account and a second 
counterparty Whereby market risk is transferred to 
the second account from the second counterparty; 
and 

[0039] calculating one of gains and losses in said 
second account at a future date from the investment 
date. 

BRIEF DESCRIPTION OF THE DRAWINGS 

[0040] FIG. 1 is a block diagram depicting a tier one 
transaction; 
[0041] FIG. 2 is a block diagram depicting a tier tWo 
transaction; 
[0042] FIG. 3 is a block diagram depicting an alternate 
form of a tier tWo transaction. 

[0043] FIG. 4 is a block diagram depicting a computer 
system to manage a sale of a split fund unit; 

[0044] FIG. 5 is a block diagram depicting a computer 
system to manage a redemption of a split fund unit; 

[0045] FIG. 6 is a block diagram depicting a computer 
system to manage a redemption of a split fund contract; 

[0046] FIG. 7 is a block diagram depicting a computer 
system to manage a declaration of a dividend by a split fund; 
and 

[0047] FIG. 8 is a block diagram depicting a computer 
system to manage the pricing of split fund units and split 
fund contracts. 

DEFINITIONS 

[0048] Account 

[0049] A formal banking, brokerage, or business relation 
ship established to provide for regular services, dealings, 
and other ?nancial transactions. 

[0050] Call Option 

[0051] Acontract that gives the holder the right to buy the 
underlying asset by a certain date for a certain price. 
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[0052] Cash-settled 

[0053] A derivative contract that is settled on a cash basis 
based on the price of the underlying, in contrast to those that 
specify the delivery of a commodity or ?nancial instrument. 
Aderivative contract Without an easily exchangeable under 
lying asset (a broad indeX of securities) is usually cash 
settled. 

[0054] Counterparty 

[0055] An entity (individual or organization) With Whom 
one transacts business. Acounterparty can be a bank, mutual 
fund, ?nancial services company, trust, limited partnership 
or other organiZation authoriZed to issue securities and enter 
into derivative contract agreements. 

[0056] Credit Risk 

[0057] Credit risk occurs When a counterparty is unable to 
ful?ll its contractual obligation. This usually involves either 
a default on the principal or the suspension of payments of 
the interest, either Way it is an interruption of the eXpected 
cash ?oWs. 

[0058] Derivative Instrument 

[0059] A ?nancial instrument or other contract With all 
three of the folloWing characteristics: 

[0060] a. It has ?rstly one or more underlyings and 
secondly one or more notional amounts or payment 

provisions or both. Those terms determine the 
amount of the settlement or settlements, and, in some 
cases, Whether or not a settlement is required. 

[0061] b. It requires no initial net investment or an 
initial net investment that is smaller than Would be 
required for other types of contracts that Would be 
eXpected to have a similar response to changes in 
market factors. 

[0062] c. Its terms require or permit net settlement, it 
can readily be settled net by a means outside the 
contract, or it provides for delivery of an asset that 
puts the recipient in a position not substantially 
different from net settlement. 

[0063] Fair Market Value 

[0064] The amount of the consideration that Would be 
agreed upon in an arm’s length transaction betWeen knoWl 
edgeable, Willing parties Who are under no compulsion to 
act. 

[0065] ForWard Contract 

[0066] An agreement betWeen tWo parties, to buy or sell 
an asset at a certain future time at a ?Xed price. 

[0067] Fund Manager 

[0068] An entity (individual or organiZation) that, in addi 
tion to being a counterparty, is charged With investing 
money on behalf of investors. In this case, the fund manager 
can be a bank, mutual fund, ?nancial services company, 
trust, limited partnership or other organiZation authoriZed to 
issue securities, enter into derivative contract agreements 
and manage funds on behalf of other (third party) investors. 
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[0069] 
[0070] An economic entity that commits money in order to 
earn a ?nancial return. 

[0071] Mark-to-market 

[0072] To record the price or value of a security, portfolio, 
or account to re?ect its current market value. 

[0073] Market Risk 

[0074] Market risk results from a change in the prices of 
assets and liabilities, and are measured by the changes (or 
volatilities) in the value or earnings of a portfolio. 

[0075] Notional Amount 

Investor 

[0076] A number of currency units, shares, bushels, 
pounds, or other units speci?ed in a derivative instrument. 

[0077] Pension Trust 

[0078] Apension plan in Which the plan sponsor chooses 
a trustee to be responsible for investing the plan’s assets or 
for choosing an investor for the plan’s assets. 

[0079] Put Option 

[0080] A contract that gives the holder the right to sell the 
underlying asset by a certain date for a certain price. 

[0081] Sponsor Corporation 
[0082] A corporation Which has adopted and maintains a 
pension or employee-bene?t plan. 

[0083] Strike Price 

[0084] The stated price for Which an underlying asset may 
be purchased (for a call) or sold (for a put) by the option 
holder upon exercise of the option contract. 

[0085] Tracking Error 

[0086] An unplanned divergence betWeen the price behav 
ior of an underlying position or portfolio and the price 
behavior of a hedging position or benchmark. Tracking error 
can create a Windfall pro?t or loss. 

[0087] Underlying 
[0088] A speci?ed interest rate, security price, commodity 
price, foreign eXchange rate, indeX of prices or rates, or other 
variable. An underlying may be a price or rate of an asset or 
liability but is not the asset or liability itself. 

[0089] Underlying Asset 

[0090] The asset, such as shares or commodities on Which 
a derivative contract is based. It is the security or property 
that parties agree to eXchange in a derivative contract that is 
not cash-settled. 

DETAILED DESCRIPTION 

[0091] A preferred embodiment of the present invention 
relates to tWo regulatory environments of a single economic 
entity. A?rst account lies in one regulatory environment and 
a second account in a different regulatory environment. The 
preferred embodiment of the present invention includes the 
folloWing limitations: 

[0092] I. oWnership of the investment portfolio 
resides in the ?rst account; 
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[0093] II. some market risk is transferred from the 
?rst account to the second account; 

[0094] III. there is no transfer of credit risk from the 
second account to the ?rst account; and 

[0095] IV. there is the potential for recogniZing gains 
and losses in the future. Preferably, that future date 
may be greater than one year. 

[0096] There are a number of different embodiments of the 
present invention that can achieve this result. These embodi 
ments represent a general class of processes. The general 
class contains a number of processes With slight variations, 
each of Which can be further divided into processes With 
other minor variations. The entire class of transactions is 
designated as ALIgnTM (Asset Liability Integration) Pro 
cesses, and the individual processes as tier one, tier tWo, tier 
three, etc. 

[0097] General ALIgnTM Process 
[0098] The general ALIgnTM process is a process that 
includes the four elements listed above. The transactions are 
divided into different “tiers”, depending upon the location of 
the portfolio being managed. 
[0099] Tier One Transaction 

[0100] An investor has tWo accounts. Each account is in a 
separate regulatory environment, and there is some form of 
restriction or penalty for transferring assets from one envi 
ronment to the other. A ?rst account is in an environment 
With the most inter-environment transfer restrictions or 
penalties. 
[0101] A tier one transaction is depicted in FIG. 1. The 
?rst account (1) holds direct oWnership of an investment 
portfolio. The ?rst account noW transacts With a counter 
party The transaction takes the form of a ?nancial 
contract (“contract A”) (2), or a combination of contracts, 
such as forWard or option contracts, or other derivative 
instruments that transfer market risk to the counterparty. The 
result is that the market risk of the portfolio of the ?rst 
account has been reduced. By reducing market risk, the ?rst 
account has also given up possible returns. The counterparty 
pays the ?rst account for this possible upside return or gain, 
through a premium (typically a sum of money) or a guar 
antee. The guarantee can be a promise to pay the ?rst 
account a sum of money or securities in the event that a 
doWnside return or loss occurs. The contracts preferably 
have maturities in eXcess of one year, and can be as long as 
the tWo parties agree. For example, this time limit can be 
decades. 

[0102] The second account (5) then enters into a reverse 
transaction With a counterparty This transaction may be 
With the same counterparty as the ?rst account or a different 
counterparty. If it is the same counterparty as transacted With 
the ?rst account, the transaction must be done at fair market 
value and the transaction With the ?rst account must not 
depend directly or indirectly on the transaction With the 
second account. The transaction takes the form of a ?nancial 
contract (“contract B”) (4), or a combination of contracts, 
such as forWard or option contracts, or other derivative 
instruments that transfer market risk from the counterparty 
to the second account. The result is that the second account 
has taken on market risk and thereby accepted the possibility 
of an upside return. The second account pays the counter 
party for this possible upside return or gain, through a 
premium (typically a sum of money) or a guarantee. The 
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guarantee can be a promise to pay the counterparty a sum of 
money or securities in the event that a downside return 
occurs. The contracts preferably have maturities in eXcess of 
one year, and can be as long as the tWo parties agree. This 
could be decades. 

[0103] This process results in market risk being trans 
ferred from the ?rst account to the second account, Without 
transferring credit risk, While oWnership of the investment 
portfolio still resides in the ?rst account. 

[0104] Tier TWo Transaction 

[0105] The investor again has ?rst and second accounts. 
Each account is in a separate regulatory environment, and 
there is some form of restriction or penalty for transferring 
assets from one environment to the other. The ?rst account 
is again in the environment With the most inter-environment 
transfer restrictions. 

[0106] A tier tWo transaction is depicted in FIG. 2. A third 
party fund manager (8) holds the portfolio being managed. 
The ?rst account (6) holds partial or complete oWnership of 
that portfolio through units or shares (7) that the fund 
manager has sold to the ?rst account. The fund manager noW 
transacts With a counterparty (10). The transaction takes the 
form of a ?nancial contract (contract A) (9), or combination 
of contracts, such as forWard or option contracts, or other 
derivative instruments that transfer market risk to the coun 
terparty. The result is that the market risk of the fund 
manager’s portfolio has been reduced, and thereby, the risk 
of the investment of the ?rst account in the portfolio has 
been reduced. By reducing market risk, the fund manager 
has also given up possible returns. The counterparty pays the 
fund manager for this possible “upside” return, through a 
guarantee or a premium (typically a sum of money). The 
guarantee can be a promise to pay the fund manager a sum 
of money or securities in the event that a doWnside return or 
loss occurs. The contracts preferably have maturities in 
eXcess of one year, and can be as long as the tWo parties 
agree. This could be decades. 

[0107] A second account (12) enters into a reverse trans 
action With a counterparty. This transaction may be With the 
same counterparty as dealt With the fund manager or a 
different counterparty. If it is the same counterparty as 
transacted With the fund manager, the transaction must be 
done at fair market value. The transaction takes the form of 
a ?nancial contract (“contract B”), or combination of con 
tracts, such as forWard or option contracts, or other deriva 
tive instruments that transfer market risk from the counter 
party, to the second account. The result is that the second 
account has taken on market risk and thereby accepted the 
possibility of a gain. The second account pays the counter 
party for this possible gain, through a guarantee or a 
premium (typically a sum of money). The guarantee can be 
a promise to pay the counterparty a sum of money or 
securities in the event that a loss occurs. The contracts 
preferably have maturities in eXcess of one year, and can be 
as long as the tWo parties agree. This can be decades. 

[0108] Tier tWo transactions can have a number of minor 
variations to them as shoWn in FIG. 3. A third party fund 
manager (15) holds the portfolio being managed. A ?rst 
account (13) holds partial or complete oWnership of that 
portfolio through units or shares (14) that the fund manager 
has sold to the ?rst account. The fund manager is a separate 

Aug. 1, 2002 

third party organiZation. The fund manager noW transacts 
With a second account (18). The transaction takes the form 
of a ?nancial contract (contract A) (16), or combination of 
contracts, such as forWard or option contracts, or other 
derivative instruments that transfer market risk to the second 
account. The result is that the market risk of the fund 
manager’s portfolio has been reduced, and thereby, the risk 
of the investment of the ?rst account in the portfolio has 
been reduced. By reducing market risk, the fund manager 
has also given up possible returns. The transaction should be 
done at fair market value, and the terms of the oWnership of 
the unit in the ?rst account should not depend directly or 
indirectly on the transaction involving the second account. 
The result is that the second account has taken on market 
risk and thereby accepted the possibility of a gain. The 
second account pays the fund manager for this possible gain, 
through a premium or a guarantee. The premium is typically 
a sum of money. The guarantee can be a promise to pay the 
fund manager a sum of money or securities in the event that 
a loss occurs. The contract cannot expose the fund manager 
to any credit risk on the part of the second account. There 
fore in the event that payment is in the form of a guarantee, 
a third party guarantor (17), such as a bank, Would be 
required. The contracts preferably have maturities in eXcess 
of one year, and can be as long as the tWo parties agree. This 
can be decades. 

[0109] Tier TWo Plus Transaction 

[0110] A tier tWo plus (ie a tier three, tier four, etc.) 
transaction is a transaction in Which the management of the 
portfolio and the oWnership is further removed. In a tier 
three transaction, the fund manager of the portfolio has sold 
shares or units in the oWnership of the portfolio to another 
fund manager Which in turn sold shares or units in the 
oWnership of the entity to the ?rst account. A tier four 
transaction has an additional intermediary over the tier three 
transaction. A tier ?ve transaction has an additional inter 
mediary over the tier four transaction. 

EXAMPLES 

[0111] FIG. 1 sets out an eXample of a tier one transaction. 
There are three variations described beloW. These are a) an 
option collar transaction, b) a forWard contract transaction 
and c) a hybrid call option transaction. These transactions all 
have the same fundamental characteristics. 

[0112] A ?rst account (1) begins With an original invest 
ment portfolio. An indeX or combination of indices is 
selected as a proXy for that portfolio, thereby forming a 
proXy portfolio. For eXample, if the original portfolio con 
sisted of a portfolio With 20% Canadian equities and 80% 
American equities, then the proXy portfolio might consist of 
a combination of 20% TSE 300 indeX (a broad based 
Canadian equity indeX) and 80% S&P 500 indeX (a broad 
based American equity indeX). There is a tracking error 
betWeen the original portfolio and the proXy portfolio if the 
proXy portfolio is not identical. It may not be necessary to 
use broad based indices as proXy portfolios. It may be 
possible to create multiple narroW based proXy portfolios to 
reduce tracking error, or to have the proXy portfolio identical 
to the original portfolio. 

[0113] It is important to note that in all tier one transac 
tions, contract A (2) held by the ?rst account (1) does not 
refer to or depend upon the performance of contract B (4) 
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held by the second account Contract A held by the ?rst 
account does not contain provisions that are dependent on or 
affected by provisions in, or events relating to, contract B 
held by the second account. For instance, there is no clause 
to the effect that in the event that the contract of the second 
account is terminated, or is in default, that this affects the 
contract held by the ?rst account. 

Example 1 

[0114] Option Collar Transaction 

[0115] Acall option gives the holder or buyer the right, but 
not the obligation, to buy the underlying asset by a certain 
date for a certain price. AWriter or seller of a call option is 
obligated to sell the underlying asset in the event that the 
holder exercises their option right. In return for this right, the 
buyer pays the Writer a premium. This is usually a sum of 
money. Aput option is the reverse of a call option, in that it 
gives the holder the right, but not the obligation, to sell the 
underlying asset by a certain date for a certain price. The 
Writer of a call option is obligated to buy the underlying 
asset in the event that the holder exercises their option. 

[0116] The price in an option contract is knoWn as the 
exercise price or strike price. The date in the contract is 
knoWn as the expiration date, exercise date, strike date or 
maturity date. American options can be exercised at any time 
up to the expiration date. European options can only be 
exercised on the expiration date itself. 

[0117] An option collar is created Where one party Writes 
a call option and buys a put option, such that the call option 
strike price is greater than the put option strike price. The 
result is a band or collar, consisting of the difference 
betWeen the call option strike price and the put option strike 
price. The top of the band is the ceiling. This is the call 
option strike price, While the bottom is the ?oor. This is the 
put option strike price. The collar alloWs for a guaranteed 
rate of return (i.e., the ?oor), measured against an underlying 
asset or index that ?uctuates in value. This can be a proxy 
that derives its value from an asset or index. This guarantee 
is paid for by limiting the upside potential return (i.e., the 
ceiling). In the option collar transaction, the top and bottom 
of the collar can be expressed as percentages representing 
the moving average of the long term return in relation to an 
initial value of Zero. For example, 9% for the top and 5% for 
the bottom. The buyer of a collar has their doWnside limited 
by the ?oor and their upside limited by the ceiling. The 
Writer of a collar takes on the doWnside risk Which is the 
possibility that the underlying price Will fall beloW the ?oor. 
The Writer is compensated by having the right to participate 
in any upside return Which is the possibility that the under 
lying price Will exceed the ceiling. 

[0118] The transaction then Works in the folloWing Way. A 
?rst account enters into contractual relations With a coun 

terparty (contract A) Within contract A, the ?rst account 
Writes a call option and buys a put option, thereby creating 
an option collar, With an initial value of Zero. This is linked 
to the rate of the combined index return on the proxy 
portfolio. The ?rst account is therefore the collar buyer and 
the counterparty is the collar Writer. The option collar, each 
of Whose components can be cash-settled, noW has the 
folloWing effect. Where the combined index return on the 
proxy portfolio is above 9%, the ?rst account pays the value 
of all returns above 9% to the counterparty. Where the 
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combined index return on the proxy portfolio is beloW 5%, 
the ?rst account is paid by the counterparty suf?cient funds 
to match a 5% combined index return on the proxy portfolio. 
Where the combined index return on the proxy portfolio is 
betWeen 5% and 9%, no funds change hands. These pay 
ments are settled at a speci?c future date identi?ed in the 
contract and are collateraliZed on a mark-to-market basis. In 

effect, the option collar guarantees the ?rst account a 5% 
return on the proxy portfolio, in exchange for, the ?rst 
account agreeing to pay to the guarantor of that return the 
value of any return on the proxy portfolio that is greater than 
9%. Contract A preferably has a maturity in excess of one 
year, and can be as long as the tWo parties agree. This can 
be decades. 

[0119] Asecond account (5) also enters into a contractual 
relationship With a counterparty (contract B) Contract B 
is the reverse of the transaction entered into by the ?rst 
account. In this case, the second account is the Writer of a 
collar, While the counterparty is the collar buyer. Again, the 
collar may consist of the difference betWeen the ceiling 
represented by the call option strike price and the ?oor 
represented by the put option strike price, Which may be 
based on the same thresholds (in this case, 9% and 5%, 
respectively). The proxy portfolio selected by the second 
account may be composed of the same combination of 
indices as the proxy portfolio used by the ?rst account. It is 
important to note, though, that the second account does not 
enter into the reverse option collar With the ?rst account. 

[0120] The collar purchased by the second account may be 
the reverse of the collar purchased by the ?rst account. This 
collar may similarly begin With an initial value of Zero and 
may be linked to a parallel proxy portfolio. So, for example, 
if the combined index return on the proxy portfolio is above 
9%, the second account receives the value of all returns 
above 9% from the counterparty. Where the combined index 
return on the proxy portfolio is beloW 5%, the second 
account pays the counterparty suf?cient funds to match a 5% 
combined index return on the proxy portfolio. If the com 
bined index return is betWeen 5% and 9%, then no funds 
change hands. Once again, these payments are settled at a 
speci?c future date identi?ed in the contract and are collat 
eraliZed on a mark-to-market basis. In effect, the second 
account becomes, economically speaking, the guarantor of a 
5% return on the proxy portfolio, and in exchange receives 
the value of any return on the proxy portfolio that is greater 
than 9%. Preferably, contract B has a maturity in excess of 
one year, and can be as long as the tWo parties agree. This 
can be decades. 

Example 2 

[0121] ForWard Contract Transaction 

[0122] A forWard contract is an agreement betWeen tWo 
parties, to buy or sell an asset at a certain future time at a 
?xed price. The contract is usually betWeen tWo ?nancial 
institutions or betWeen a ?nancial institution and one of its 
corporate or institutional clients. It is not normally traded on 
an exchange. 

[0123] One of the parties to a forWard contract assumes a 
long position, thereby assuming the light and obligation to 
buy the underlying asset on a certain speci?ed future date for 
a certain speci?ed price. The other party assumes a short 
position, thereby assuming the right and obligation to sell 
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the underlying asset on the same date for the same price. The 
speci?ed price in a forward contract is referred to as the 
delivery price. At the time the contract is entered into, the 
delivery price is chosen so that the value of the forWard 
contract to both parties is Zero. Once it is entered into, it can 
have a positive or negative value, depending on the move 
ments in the price of the asset. The forWard contract is 
settled at maturity, typically on the delivery date. 

[0124] The transaction Works as folloWs With reference to 
FIG. 1. A ?rst account (1), beginning With its original 
portfolio, enters into a forWard contract (contract A) (2) With 
a counterparty, that is based on an index or combination of 

indices making up the proxy portfolio. Therefore, the proxy 
portfolio constitutes the forWard contract’s underlying asset. 
Having identi?ed the value of the proxy portfolio at the time 
of the contract, the ?rst account agrees to pay the counter 
party the difference by Which a rate of interest (such as the 
bank prime rate) falls beloW the combined index return on 
the proxy portfolio. The other party agrees to pay the ?rst 
account the difference by Which that rate of interest exceeds 
the combined index return on the proxy portfolio. So, for 
instance, if the interest rate speci?ed in the forWard contract 
is 7%, and the combined index return on the proxy portfolio 
is 10%, the ?rst account pays the difference to the counter 
party. HoWever, if the combined index return on the proxy 
portfolio is 4%, the counterparty pays the ?rst account the 
difference betWeen that return and the contractually identi 
?ed rate of interest of 7%. These payments are settled at a 

speci?c future date identi?ed in the contract, and collater 
aliZed on a mark-to-market basis. Contract Apreferably has 
a maturity in excess of one year, and can be as long as the 

tWo parties agree. This can be decades. 

[0125] A second account (5) may also enter into a similar 
forWard contract (contract B) (4) With a counterparty (3), 
Where that counterparty is not necessarily the same coun 
terparty that transacted With the ?rst account. It is important 
to note, though, that the second account does not enter into 
or become party to the forWard contract With the ?rst 
account itself. The forWard contract entered into by the 
second account may be based on the value of a proxy 
portfolio, Which may consist of the same combination of 
indices as the proxy portfolio used in the forWard contract 
entered into by the ?rst account. Under the contract, the 
second account agrees to pay a counterparty the difference 
by Which a rate of interest (such as the bank prime rate) 
exceeds the combined index return on the proxy portfolio. 
The counterparty agrees to pay the second account the 
difference by Which that rate of interest falls beloW the 
combined index return on the proxy portfolio. So, for 
instance, if the interest rate speci?ed in the forWard contract 
is 7%, and the combined index return on the proxy portfolio 
is 10%, the counterparty pays the second account the dif 
ference betWeen the 7% and the 10% return. HoWever, if the 
combined index return on the proxy portfolio is 4%, the 
second account pays the counterparty the difference betWeen 
that return and the contractually identi?ed rate of interest of 
7%. These payments are settled at a speci?c future date 
identi?ed in the contract, and collateraliZed on a mark-to 
market basis. Contract B has a maturity in excess of one 
year, and can be as long as the tWo parties agree. This can 
be decades. 
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Example 3 

[0126] Hybrid Call Option Transaction 

[0127] There are numerous features that can be added to a 
basic option contract. Options With additional features are 
generically called exotic options. Hybrid call options are 
options that differ from a regular option contract in three 
Ways. The ?rst feature involves a changing exercise price. 
The exercise price can be expressed as percentages repre 
senting the moving average of the long term return in 
relation to an initial value of Zero. For example, an annual 
rate of 8%. Therefore, the exercise price of the contract is 
each day greater than the previous day’s exercise price. This 
rate of increase is based on some non negative rate of return, 
for example an annual rate of 8%. The second feature is that 
there is an initial period, Whereby the option cannot be 
exercised Without incurring signi?cant penalties. The third 
feature has the characteristics of a forWard contract Where 
the value of the contract is used as collateral. This third 
feature is referred to as a hybrid forWard. 

[0128] At the end of the speci?ed time period of the option 
component, tWo outcomes can occur. If the contract has a 
value at or near Zero on the ?nal strike date, then the contract 
expires. If the contract value exceeds a speci?ed value on the 
?nal strike date, then it becomes a hybrid forWard contract. 
This forWard contract Works in the folloWing Way. Like the 
call option, the contract has an exercise price and exercise 
date that changes over time. The buyer can exercise the 
contract at any time. HoWever, in the event that the value of 
the contract falls beloW a speci?ed level or levels, the buyer 
is forced to automatically exercise the contract. 

[0129] There are a couple of bene?ts to this structure. The 
?rst is that the Writer of the option hybrid contract does not 
take on any credit risk from the buyer. Therefore, anyone can 
purchase the contract, provided they pay the appropriate 
premium. The second bene?t, is that it can exist inde?nitely, 
provided the Writer remains solvent, and provided that When 
the contract enters into its hybrid forWard stage, its value 
does not fall beloW the speci?ed level or levels. 

[0130] The transaction then Works as folloWs With refer 
ence to FIG. 1. A?rst account (1) Writes a hybrid call option 
contract (contract A) (2) on an index or combination of 
indices making up the proxy portfolio. Therefore, a proxy 
portfolio constitutes the hybrid call option contract’s under 
lying asset. A counterparty (3) buys the contract, paying the 
?rst account a premium. This is typically in the form of a 
sum of money. 

[0131] A second account (5) also enters into a similar 
contract With a counterparty The counterparty (3) does 
not necessarily have to be the same counterparty that trans 
acted With the ?rst account. In this case, the second account 
buys a hybrid call option contract, contract B (4) from a 
counterparty, paying that counterparty a premium Which is 
typically but not necessarily a sum of money. It is important 
to note, though, that the second account does not enter into 
or become party to the option contract With the ?rst account 
itself. The contract entered into by the second account may 
be based on the value of a proxy portfolio, Which may 
consist of the same combination of indices as the proxy 
portfolio used in the contract entered into by the ?rst 
account. 
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Examples of a Tier TWo Transaction 

[0132] The following summary sets out an example of a 
tier tWo transaction. Three basic examples are described, 
although they all have the same fundamental characteristics. 
As in the tier one examples, the terminology of an option 
collar contract, a forWard contract and a hybrid call option 
contract is used. A tier tWo transaction, Where the fund 
manager deals directly With the second account, is described 
beloW. 

[0133] An investor Wishes to divide the performance of a 
portfolio into a loW risk and high risk component and hold 
these components in separate accounts. The portfolio Whose 
performance they Wish to split is called the split fund. This 
split fund can be a mutual fund trust or corporation, stock or 
bond index, closed end fund or investment partnership that 
is permitted to issue shares or investment units. The mecha 
nism through Which they Will split the performance is called 
the underlying fund. This underlying fund can be a mutual 
fund trust or corporation, closed end fund, investment part 
nership or any portfolio of securities Whose value can be 
priced. Referring to FIG. 3, a fund manager’s portfolio (15) 
is the split fund, and the fund manager may, but not 
necessarily, also manage both the split fund and the under 
lying fund. 

[0134] The fund manager (15) begins With its original 
portfolio of investments. An index or combination of indices 
is selected as a proxy for that portfolio, thereby forming a 
proxy portfolio. This proxy portfolio is called the underlying 
fund. For example, if the fund manager’s portfolio is made 
up of 20% Canadian equities and 80% American equities, 
then the proxy might consist of a combination of 20% TSE 
300 index and 80% S&P 500 index. There is a tracking error 
betWeen the fund manager’s portfolio and the underlying 
fund When the underlying fund differs from the fund man 
ager’s portfolio. Broad based indices may not be necessary 
to act as proxy portfolios, and need not be merged. It is 
possible to create multiple narroW based proxy portfolios to 
reduce tracking error. It is also possible to use another fund 
managed by the fund manager as an underlying fund. For 
example, the fund manager may manage many different 
portfolios for clients. The investor may Wish to split the 
performance of one of these portfolios. In this case, the fund 
manager’s portfolio may also be the underlying fund. In this 
specialiZed case, the investor may perceive that the split 
fund is the mechanism through Which the underlying fund’s 
performance is split. 

[0135] It is important to note, that in all three cases, the 
split fund unit held by the ?rst account does not refer to or 
depend upon the credit performance of the split fund con 
tract held by the second account. Nor is the purchaser of the 
split fund unit obligated in any Way to enter into any other 
transaction With the split fund, including the purchase of the 
split fund contract. HoWever, the split fund contract held by 
the second account may require the existence of the split 
fund unit held by the ?rst account, and therefore may in fact 
refer to the split fund unit. 

Example 4 

[0136] TWo Tier Option Collar Transaction 

[0137] This transaction Works as folloWs With reference to 
FIG. 3. A ?rst account (13) purchases from a fund manager 
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(15) a split fund unit (14). This unit gives the holder the right 
to share in the split fund performance, as Well as voting 
rights. It can be a mutual fund unit, or share or equity 
investment in a partnership. Having sold a split fund unit to 
the ?rst account, the fund manager uses the proceeds of the 
sale to purchase units in the underlying fund or to purchase 
a portfolio that is similar or identical to that of the under 
lying fund. 

[0138] The fund manager then sells to a second account 
(18) a split fund contract Which is contract A (16). This 
contract is equivalent to having the fund manager buy an 
option collar, Where the underlying is the underlying fund or 
a proxy portfolio Whose behavior is similar to that of the 
underlying fund. An option collar is the same as Was 
described in the tier one option collar transaction, and gives 
the holder the rights and obligations to share in the perfor 
mance of the underlying fund. Since the split fund contract 
may require future performance on the part of the second 
account, a third party guarantor (17) is necessary to alleviate 
any credit risk. 

Example 5 
[0139] TWo Tier ForWard Contract Transaction 

[0140] AforWard contract transaction is very similar to the 
option collar transaction. As in FIG. 3, a ?rst account (13) 
purchases from a fund manager (15) a split fund unit (14). 
This unit gives the holder the right to share in the split fund 
performance, as Well as voting rights. It can be a mutual fund 
unit, or share or equity investment in a partnership. Having 
sold a split fund unit to the ?rst account, the fund manager 
uses the proceeds of the sale to purchase units in the 
underlying fund or to purchase a portfolio that is similar or 
identical to that of the underlying fund. 

[0141] The fund manager then sells to a second account 
(18) a split fund contract Which is contract A (16). This 
contract is a forWard contract, Where the underlying is the 
underlying fund or a proxy portfolio Whose behavior is 
similar to that of the underlying fund. The fund manager 
noW holds a short position in the forWard contract and is the 
same as described in the tier one forWard contract transac 

tion. Since the split fund contract may require future per 
formance on the part of the second account, a third party 
guarantor (17) is necessary to alleviate any credit risk. 

Example 6 
[0142] TWo Tier Hybrid Call Option Transaction 
[0143] With reference to FIG. 3, a hybrid call option 
transaction Works in the folloWing Way. A ?rst account (13) 
purchases from a fund manager (15) a split fund unit (14). 
This unit gives the holder the right to share in the split fund 
performance, as Well as voting rights. It is preferably a 
mutual fund unit, or share or equity investment in a part 
nership. Having sold a split fund unit to the ?rst account, the 
fund manager uses the proceeds of the sale to purchase units 
in the underlying fund or to purchase a portfolio that is 
similar or identical to that of the underlying fund. 

[0144] The fund manager then sells to a second account 
(18) a split fund contract (contract A) (16), and receives a 
premium from the sale. This is typically a sum of money. 
This contract is a hybrid call option contract, Where the 
underlying is the underlying fund. A hybrid call option 
contract is the same as Was described in the tier one hybrid 
call option contract transaction. The fund manager uses the 
premium to purchase additional units in the underlying fund 
or to purchase a portfolio that is similar or identical to that 
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of the underlying fund. Since the split fund contract does not 
require future performance on the part of the second 
account, there is no need for a third party guarantor (17). 

Example 7 

[0145] Tier One ForWard Contract Transaction 

[0146] In this example, With reference to FIG. 1, a second 
account (5) is a de?ned bene?t pension and its corporate 
sponsor is a ?rst account The pension plan is Worth 
$100,000,000 and the assets are invested in 50% US. 
equities and 50% US. bonds. The pension plan committee 
decides that it Would prefer holding a loWer risk portfolio, 
While still taking advantage of any gains due to active 
management of the portfolio. The sponsor corporation is 
content With the present risk structure. They decide to enter 
into a tier one forWard contract transaction. 

[0147] The pension plan Writes a ten year $50,000,000 
forWard contract (contract A Whose underlying is the 
S&P500 total return index With Bank A Bank A Writes 
the same contract With the same terms and conditions With 
Bank B To complete the transaction, Bank B Writes the 
same contract (4) With the same terms and conditions With 
the sponsor corporation. 

[0148] The result is that the pension trust noW holds a 
loWer risk portfolio. The sponsor corporation Will noW take 
on additional risk directly. HoWever, it Was already taking on 
this risk indirectly through the pension agreement. There 
fore, from the sponsor corporation’s perspective the risk 
structure, barring bankruptcy, has barely changed. 

Example 8 

[0149] Tier TWo Hybrid Option Contract Transaction 

[0150] With reference to FIG. 3, An investor Wants to 
invest $1200 into fund A (120 units of Fund A at $10 per 
unit), but Wants the investment to be split into a high risk and 
loW risk component. In order to accomplish this, the investor 
engages in the folloWing transaction. 

[0151] The investor purchases 100 units (14) of split fund 
A(15) for $10 each and holds these units in the ?rst account 
(13). The investor agrees to reinvest all fund distributions. 
Split fund A uses the $1000 from the sale of the split fund 
A units to purchase 100 units of fund A for $10 each. Next, 
the investor purchases from split fund A, 120 split fund A 
contracts (16) for $1.67 each for a total cost of $200 and 
holds these contracts in the second account (18). These 
contracts have the same characteristics as an option hybrid 
contract With an underling of fund A, therefore they do not 
require a guarantor (17). Split fund A uses the proceeds of 
the split fund A contract sale ($200) to purchase an addi 
tional 20 units of fund A for $10 each. 

[0152] Split fund A noW holds 120 units of Fund A Worth 
$1200, and oWes the investor the obligation on 120 split 
fund A contracts. The investor holds 100 units of split fund 
Aunits in the ?rst account and 120 split fund A contracts in 
the second account. 

[0153] The investor’s position becomes: 

[0154] First account=100 units of split fund A units 
(equivalent to 120 units of fund A less 120 split fund 
A contracts) 
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[0155] Second account=120 split fund A contracts 

[0156] Total (Net) position=100 split fund A units+ 
120 split fund A contracts=120 units of fund A-120 
split fund A contracts+120 split fund A contracts= 
120 units of fund A 

[0157] Computer System 
[0158] Conventional computer processes can be used to 
implement the tier one transactions. These systems are 
available at most banks and ?nancial institutions that must 
monitor their derivative positions. 

[0159] The split fund is effectively Writing covered calls, 
collars or hedging With forWard contracts. In many cases, 
either legislation or its prospectus Will not permit it to be in 
a naked Written position Where the value of the underlying 
in the split fund contracts exceed the value of the split fund 
portfolio. Therefore, it must have a system that monitors the 
values and holders of all split fund contracts, and their 
relationship With the split fund units. 

[0160] Also, legislation may require the split fund contract 
holder to monitor certain attributes of the underlying fund. 
For example, some contracts may be considered construc 
tive oWnership transactions under various tax codes. These 
transactions Will require the fund manager to monitor the net 
underlying long-term capital gain for each contract, and 
declare it to the investor. 

[0161] In the case of a split fund With a large number of 
split fund unit and contract holders, it is necessary for a 
computer system to manage this data. The system must 
manage the sale of units and contracts by the fund, the 
redemption of units and contracts, dividend declarations, 
pricing, and all other necessary monitoring for regulatory 
and tax purposes. 

[0162] The system of the present invention has means for 
processing data relating to a ?rst derivative transaction 
betWeen the ?rst account and a ?rst counterparty Whereby 
market risk is transferred to the ?rst counterparty and means 
for calculating one of gains and losses in said second 
account at a future date from the investment date. These 
means are preferably a computer, having a processor, 
memory, data storage device, data entry device and a data 
display device that can calculate either gains or losses in a 
second account at a future date from the investment date. 

[0163] FIG. 4 describes a system for recording in a 
database, the sale of a split fund unit and contract to an 
investor. This database is either part of, or linked to, an 
existing standard database the fund company uses to monitor 
its units. The linkage is through the identi?cation number or 
index number associated With the split fund unit. The fund 
manager receives noti?cation that a split fund unit has been 
sold (19). Various details are recorded (20), such as the 
number of units, sale price, the name and address of the unit 
holder of record and all other relevant regulatory informa 
tion. An index number is also assigned to each unit, Where 
that number is unique for each unit. Each split fund unit sold 
Will have its oWn unique unit identi?cation number or index 
number. For each unit purchased, the holder is also permit 
ted to purchase a split fund contract. The right to purchase 
that contract has no value, is transferable, is for administra 
tive purposes only and must be exercised Within a certain 
amount of time. For example, by the end of the month (21). 
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In the event that the right is not exercised (22), there is no 
split fund contract purchased and it is recorded that there is 
no contract associated With the unit. In the event that a split 
fund contract is purchased (23), various details are recorded 
such as the number of contracts, sale price, the name and 
address of the contract holder of record, any other relevant 
regulatory information, the indeX number, contract start and 
strike dates, strike prices or a formula code and input 
variables if a formula is used, hybrid features, if any, the 
underlying used, the fact that there is a contract associated 
With the unit, and any other relevant information. 

[0164] Acomputer system for recording the redemption of 
a split fund unit by an investor is described in FIG. 5. Afund 
manager is noti?ed that the investor Wishes to redeem a split 
fund unit (24). A database is queried as to Whether a split 
fund contract is associated With a unit (25). If there is a 
contract associated With the unit, the contract is priced, sold 
and closed, With the database noti?ed that the contract no 
longer exists (26). Once there is no longer a contract 
associated With the unit, the unit is sold (27). Proceeds of the 
contract sale are distributed to a registered contract oWner 
and the proceeds of the unit sale are distributed to a unit 
oWner (28). 

[0165] Acomputer system for recording the redemption of 
a split fund contract by an investor is described in FIG. 6. 
Afund manager is noti?ed that an investor Wishes to redeem 
a split fund contract (29). The contract is priced, sold and 
closed, With a database noti?ed that the contract no longer 
eXists (30). Proceeds of the contract sale are distributed to a 
registered contract oWner (31). 

[0166] A computer system to manage dividend payments 
by the split fund to the unit holders is described in FIG. 7. 
Adividend is declared (32) and distributed to each split fund 
unit. In the event that there is no automatic reinvestment 
plan associated With that unit (33), then the dividend is paid 
to a unit holder of record (34). If there is an automatic 
reinvestment plan associated With that unit, then neW units 
or partial units are purchased (35). When neW units are 
purchased through automatic reinvestment plans, the units 
are priced and the contract pricing mechanisms are adjusted 
(36). The value of the contracts held by the contract holders 
is unchanged. 

[0167] It is necessary to price split fund units and con 
tracts, typically on a daily basis. FIG. 8 describes a com 
puter system for pricing purposes. The value of a split fund 
portfolio and an underlying fund are recorded (37). The split 
fund contracts are priced, using an appropriate pricing 
formula (38). Depending upon the compleXity of the split 
fund contract it can use a variety of pricing models including 
the Black-Scholes, Binomial, or Monte Carlo methods. The 
split fund contract alWays has some positive value until the 
?nal exercise (or maturity) price (or date). The split fund 
contracts are then priced based upon the value of the split 
fund portfolio, the value of the split fund contracts, and any 
fees that are to be deducted. 

[0168] The split fund units can be priced once all split fund 
contracts are priced (39). Split fund units all have the same 
price, Whereas many split fund contract prices Will be 
different. Split fund units are priced by taking the total 
portfolio value, subtracting the value of all split fund con 
tracts and then dividing the result by the number of split fund 
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units outstanding. This Will result in a split fund unit price. 
The database is updated With the neW split fund unit and 
contract prices (40). 

[0169] Although the invention has been described With 
preferred embodiments, it is to be understood that modi? 
cations may be resorted to as Will be apparent to those 
skilled in the art. Such modi?cations and variations are to be 
considered Within the purvieW and scope of the present 
invention. 

1. A method of optimiZing investment performance of an 
economic entity comprising the folloWing steps: 

providing on an investment date, a ?rst account in a ?rst 
regulatory environment, the ?rst account oWning an 
investment portfolio; 

providing a second account in a second regulatory envi 
ronment; 

transferring market risk but not credit risk from the ?rst 
account to the second account through a counterparty; 
and 

recogniZing one of gains and losses in said second 
account at a future date from the investment date. 

2. A method according to claim 1 Wherein the step of 
transferring market risk but not credit risk from the ?rst 
account to the second account through a counterparty is 
accomplished according to the folloWing sub-steps: 

entering into a ?rst derivative transaction betWeen the ?rst 
account and a ?rst counterparty Whereby market risk is 
transferred to the ?rst counterparty; and 

entering into a second derivative transaction betWeen the 
second account and a second counterparty Whereby 
market risk is transferred to the second account from 
the second counterparty. 

3. A method according to claim 2 Wherein the ?rst 
counterparty and the second counterparty are separate coun 
terparties. 

4. A method according to claim 2 Wherein the ?rst 
counterparty and the second counterparty are the same 
counterparty. 

5. A method according to claim 2 Wherein the derivative 
transaction betWeen the ?rst account and the counterparty is 
carried out through an intermediary. 

6. A method according to claim 5 Wherein the interme 
diary is a counterparty selected from the group consisting of 
a fund manager, a bank, a mutual fund, a ?nancial services 
company, a trust, a limited partnership, an organiZation that 
issues securities and enters into derivative contract agree 
ments and an organiZation that manages funds on behalf of 
a third party. 

7. A method according to claim 2 Wherein a performance 
of the second derivative transaction is guaranteed by a third 
party guarantor. 

8. A method according to claim 2 Wherein the ?rst 
derivative transaction is selected from the group consisting 
of a forWard contract, an option contract, a collar contract 
and a derivative contract that transfers market risk. 

9. A method according to claim 2 Wherein the second 
derivative transaction is selected from the group consisting 
of a forWard contract, an option contract, a collar contract 
and a derivative contract that transfers market risk. 
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10. A method according to claim 1 wherein the counter 
party is selected from the group consisting of a bank, a 
mutual fund, a ?nancial services company, a trust, a limited 
partnership, an organization that issues securities and enters 
into derivative contract agreements and an organiZation that 
manages funds on behalf of a third party. 

11. A method according to claim 2 Wherein the ?rst 
account oWns the investment portfolio indirectly through the 
oWnership of an investment unit. 

12. A method according to claim 1 Wherein the future date 
from the investment date is at least one year. 

13. A method according to claim 2 Wherein said ?rst and 
second derivative transactions are reverse transactions. 

14. Asystem for optimiZing investment performance of an 
economic entity comprising: 

a ?rst account in a ?rst regulatory environment, said ?rst 
account oWning an investment portfolio on an invest 
ment date; 

a second account in a second regulatory environment; 

means for processing data relating to a transfer of market 
risk but not credit risk from the ?rst account to the 
second account through a counterparty; and 

means for calculating one of gains and losses in said 
second account at a future date from the investment 
date. 

15. A system according to claim 14 further comprising: 

means for processing data relating to a ?rst derivative 
transaction betWeen the ?rst account and a ?rst coun 
terparty Whereby market risk is transferred to the ?rst 
counterparty; and 

means for processing data relating to a second derivative 
transaction betWeen the second account and a second 
counterparty Whereby market risk is transferred to the 
second account from the second counterparty. 

16. A system according to claim 15 Wherein the ?rst 
counterparty and the second counterparty are separate coun 
terparties. 

17. A system according to claim 15 Wherein the ?rst 
counterparty and the second counterparty are the same 
counterparty. 

18. Asystem according to claim 15 Wherein the derivative 
transaction betWeen the ?rst account and the counterparty is 
carried out through an intermediary. 

19. A system according to claim 18 Wherein the interme 
diary is a counterparty selected from the group consisting of 
a fund manager, a bank, a mutual fund, a ?nancial services 
company, a trust, a limited partnership, an organiZation that 
issues securities and enters into derivative contract agree 
ments and an organiZation that manages funds on behalf of 
a third party. 

20. A system according to claim 15 Wherein a perfor 
mance of the second derivative transaction is guaranteed by 
a third party guarantor. 

21. A system according to claim 15 Wherein the ?rst 
derivative transaction is selected from the group consisting 
of a forWard contract, an option contract, a collar contract 
and a derivative contract that transfers market risk. 

22. A system according to claim 15 Wherein the second 
derivative transaction is selected from the group consisting 
of a forWard, option, a collar contract and a derivative 
contract that transfers market risk. 
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23. A system according to claim 15 Wherein the counter 
party is selected from the group consisting of a bank, a 
mutual fund, a ?nancial services company, a trust, a limited 
partnership, an organiZation that issues securities and enters 
into derivative contract agreements and an organiZation that 
manages funds on behalf of a third party. 

24. A system according to claim 14 Wherein the ?rst 
account oWns the investment portfolio indirectly through the 
oWnership of an investment unit. 

25. A system according to claim 14 Wherein the future 
date from the investment date is at least one year. 

26. Asystem according to claim 15 Wherein said ?rst and 
second derivative transactions are reverse transactions. 

27. A system for transferring market risk but not credit 
risk of an economic entity from a ?rst account oWning an 
investment portfolio in a ?rst regulatory environment to a 
second account in a second regulatory environment, the 
system comprising: 

a memory for storing data relating to assets in said ?rst 
and second accounts; and 

a data processor for processing the data and calculating 
the value of said assets. 

28. A system according to claim 27 Wherein the market 
risk is transferred from the ?rst account to the second 
account by Way of a derivative transaction. 

29. A system according to claim 28 Wherein the derivative 
transaction is carried out through a counterparty. 

30. A system according to claim 29 Wherein the derivative 
transaction is carried out through an intermediary. 

31. A system according to claim 29 Wherein the interme 
diary is a counterparty selected from the group consisting of 
a fund manager, a bank, a mutual fund, a ?nancial services 
company, a trust, a limited partnership, an organiZation that 
issues securities and enters into derivative contract agree 
ments and an organiZation that manages funds on behalf of 
a third party. 

32. A system according to claim 29 Wherein a perfor 
mance of the derivative transaction is guaranteed by a third 
party guarantor. 

33. A system according to claim 28 Wherein the derivative 
transaction is selected from the group consisting of a for 
Ward contract, an option contract, a collar contract and a 
derivative contract that transfers market risk. 

34. A system according to claim 29 Wherein the counter 
party is selected from the group consisting of a bank, a 
mutual fund, a ?nancial services company, a trust, a limited 
partnership, an organiZation that issues securities and enters 
into derivative contract agreements and an organiZation that 
manages funds on behalf of a third party. 

35. A system according to claim 27 Wherein the ?rst 
account oWns the investment portfolio indirectly through the 
oWnership of an investment unit. 

36. Adata processing system for managing the investment 
performance of an economic entity having a ?rst account in 
a ?rst regulatory environment and a second account in a 
second regulatory environment, said ?rst account having an 
investment portfolio on an investment date, the system 
comprising: 

a data processor for processing data relating to a transfer 
of market risk but not credit risk from the ?rst account 
to the second account through a counterparty; and 




